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Revisions to "Yellow Book"

GAO Issues Exposure Draft on Proposed Revisions to "Yellow Book"

GAO Issues Exposure Draft on Proposed Revisions to "Yellow Book"
The General Accounting Office invites your comments on the proposed changes to
Government Auditing Standards (GAGAS), commonly known as the "Yellow Book."
These changes propose revisions throughout the entire set of standards except for the
second general standard, independence, which has been revised separately (see
related article below). The proposed revisions fall into three categories: GAGAS
framework, consistent application of the standards where applicable to the various
types of audits and strengthening or streamlining the standards. The types of audits
and services and applicable standards are organized by separate chapters for financial
audits, attestation engagements and performance audits to make the standards user
friendly. For example, the financial audit and attestation chapters are directed at
auditors with a financial audit background and the required knowledge of AICPA
generally accepted auditing standards and attestation standards. The performance
audit chapters are written to avoid use of terminology drawn from financial audits.
GAO anticipates that the revision of the standards, when finalized, will become
effective for financial audits of periods ending on or after Jan. 1, 2003, and for
attestation engagements and performance audits beginning on or after Jan, 1, 2003.
Copies of the exposure draft can be obtained from the US. General Accounting
Office, Room 1100, 700 4th Street, NW, Washington, D.C. 20548 or by calling:
202/512−6000
A marked version of the ED is available on the Internet on GAO Web site:
www.gao.gov/govaud/ybk01.htm.
Since GAO is still experiencing delays in mail delivery, it prefers comments be sent
via e-mail:
yellowbook@gao.gov.
The deadline is Apr. 30. Those who want to use the mail should send comments both
in writing and on diskette (in Word or ASCII format) to Government Auditing
Standards Comments, U.S. General Accounting Office, Room 5X16 (FMA), 441 G
Street, NW, Washington, D.C. 20548. American Institute Of Certified
Independence Rules
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GAO Issues New "Yellow Book" Independence Rules
David M. Walker, Comptroller General of the United States and head of the General
Accounting Office, announced significant changes to the auditor independence
requirements under Government Auditing Standards (the "Yellow Book").
While the new standard deals with a range of auditor independence issues, the most
significant change relates to the rules associated with non-audit, or consulting
services. Auditors have the capability of performing a range of services for their
clients. However, in some circumstances it is not appropriate for them to perform
both audit and certain non-audit services for the same client. In these circumstances,
auditors, their clients, or both will have to make a choice about which of these
services they will provide.
The standard includes a principle-based approach to addressing this issue
supplemented with certain safeguards. The new independence standard for non-audit
services is based on two overarching principles:
•
•

Auditors should not perform management functions or make management
decisions; and
Auditors should not audit their own work or provide non-audit services in
situations where the services involved are significant/material to the subject
matter of the audit.

For non-audit services that do not violate the above principles, certain supplemental
safeguards would have to be met. For example: (1) personnel who perform non-audit
services would be precluded from performing any related audit work, (2) the auditor's
work could not be reduced beyond the level that would be appropriate if the nonaudit work was performed by another unrelated party; and (3) certain documentation
and quality assurance requirements must be met.
The new standard includes an express prohibition regarding auditors providing
certain bookkeeping/recordkeeping services, and limits payroll processing and certain
other services, all of which are presently permitted under AICPA auditing standards.
At the same time, the standard recognizes that auditors can provide routine advice
and answer technical questions without violating these two principles or having to
comply with the supplemental safeguards.
Audit Committees
In a separate but related matter, Comptroller Walker, Secretary of the Treasury Paul
H. O'Neill, Office of Management and Budget Director Mitchell E. Daniels and
Office of Personnel Management Director Kay Coles James, who comprise the

Principals of the Joint Financial Management Improvement Program, have agreed
that the 24 major departments and agencies covered by the Chief Financial Officers
Act should have audit committees. The scope, structure and timing of this new
requirement will be determined over the next several months. This will include
determining what role these audit committees might play in connection with nonaudit services.
Because of the breadth of changes in the new standards, they are applicable to all
audits for periods beginning on or after Oct. 1, 2002. However, early implementation
is encouraged.
The new audit standard is available on GAO's Web site:
www.gao.gov/govaud/ybk01.htm
Accounting & Auditing Update Conference

2002 AICPA National Governmental Accounting &
Auditing Update Conference

2002 AICPA National Governmental Accounting &
Auditing Update Conference
Mark your calendar and plan to attend the 2002 AICPA National Governmental
Accounting & Auditing Update Conference, which will be held Aug. 26−27 in
Washington, D.C. and Sept. 23−24 in Denver. The conference focuses on emerging
governmental accounting and auditing developments.
For additional information:
888/777−7077
Two New Members Appointed to GASAC

Two New Members Appointed to GASAC

W. Bartley Hildreth, DPA, Director, Kansas Public Finance Center, and Regents
Distinguished Professor of Public Finance, Wichita State University, has been
appointed the Association for Budgeting and Financial Management's (ABFM) first
representative to the Governmental Accounting Standards Advisory Council
(GASAC). The Financial Accounting Foundation approved the ABFM's membership
in the GASAC in Dec. The GASAC provides counsel on technical projects, priorities
and accounting issues to GASB.
The ABFM's membership comprises both governmental practitioners and academics
in graduate programs in public administration and public affairs. It represents a
unique and important constituency of the GASB--people who are responsible for
teaching and training both future users and preparers of governmental financial
statements, as well as financial statement users in their own right via research and
consulting activities. As a section of the American Society for Public Administration
(ASPA), the ABFM's participation in the GASAC also establishes an unprecedented
link between governmental standard setting and the ASPA's diverse membership of
more than 10,000 academics and practitioners.
Sharon Russell, CGFM, the Director of Research and Professional Development for
the Alabama Department of Examiners of Public Accounts, was appointed to replace
outgoing Association of Government Accountants (AGA) member Jon Wise on the
GASAC.
At the GASAC's May meeting, the GASB will seek input on two of its projects
before they are exposed for public comment:
•
•

Other postemployment benefits (OPEB).
Deposit and investment risks.

Postemployment benefits other than pensions--such as retiree health insurance--are
generally not reported by governments in their financial statements. The OPEB
project is intended to establish rules on how governments should report the costs and
liabilities related to those benefits. The other project considers how governments
might disclose the potential risk of loss to which their investments and deposits are
exposed.
Both Hildreth and Russell welcome feedback on these and other issues.
W. Bartley Hildreth, 316/978−6332
bart.hildreth@wichita.edu
Sharon Russell, 334/242−9200

Sharon.Russell@Examiners.State.AL.US
Government
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Government

OIS Publishes Newsletter Issue 11, XML Applications
in Government
The Office of Intergovernmental Solutions (OIS) has just completed Issue 11 in its
ongoing series of comprehensive newsletters. This issue, XML Applications in
Government, explores how federal, state, local and international governments are
using XML to help facilitate development of "citizen-centered e-government."
Featuring 28 articles from government and industry, the newsletter provides insights
that confirm the rapidly changing role of XML in connecting governments.
According to the newsletter: "XML is a family of technologies and standards. The
basic specification of 1998 came from working group efforts of 1996. The second
edition of the specification was published in 2000. Basically, XML is a method of
structuring data that forms a common link between the many disparate and stovepipe
systems that are now deployed by all developed government organizations in the
world. XML is a tool that increases interoperability in cases where information
transfer between disparate systems is important and where interoperability requires
an improved process.
"XML has become a universal format. It is a set of rules, guidelines and conventions
for designing text formats in a way that produces Web-enabled files that are easy to
produce and read."
For further information, contact Lisa Nelson:
lisa.nelson@gsa.gov
202/208−2530
To access the newsletter:
www.gsa.gov/intergov and scroll down publications to OIS Newsletter Issue 11.

FASAB to Increase Number of Public Members

FASAB to Increase Number of Public Members
On Jan. 11, the Secretary of the Treasury, the Director of the Office of Management
and Budget, and the Comptroller General of the United States announced a
restructuring of the Federal Accounting Standards Advisory Board (FASAB) to
increase the number of public members on the board from three to six, decrease the
number of federal government members from six to three, and provide for terms of
up to 10 years. The FASAB promulgates generally accepted accounting principles for
federal reporting entities.
The board's current public members--David Mosso, formerly vice-chairman of the
Financial Accounting Standards Board; John Farrell, retired partner from KPMG
LLP; and James Patton, professor at the University of Pittsburgh's Katz School of
Business--will continue and will be joined by three new members. These changes
will be effective June 30, 2002.
Highlights of FASAB Meeting

Highlights of FASAB Meeting
At its Feb. 27 meeting, the FASAB made substantial progress on three exposure
drafts. The board directed staff to make specific changes and submit a ballot draft to
the board as soon as possible.
Two of the proposed EDs address the Consolidated Financial Report of the United
States Government (CFR). The first is expected to address concepts identifying
citizens and citizen intermediaries as the target audience for the CFR. In addition, the
ED is expected to address key qualitative characteristics for the CFR.
The second ED is expected to propose two new financial statements for the CFR. The
financial statements would explain the differences between net operating revenue or
cost, the budget surplus or deficit and changes in operating cash. In addition, the

board is expected to propose that all federal accounting standards apply to the CFR
unless the CFR is specifically exempted.
The third ED would eliminate the national defense property, plant and equipment
(NDPP&E) category. As a result, items formerly categorized as NDPP&E would be
treated as general PP&E.
All three EDs are scheduled to be issued by mid-Apr. and would be found, after final
approval, at FASAB's Web site.
www.fasab.gov/exposure.htm
Responsibilities

FASAB ED on Stewardship Responsibilities

FASAB ED on Stewardship Responsibilities
The FASAB seeks comments on a proposed Statement of Federal Financial
Accounting Standards (SFFAS), Reclassification of Stewardship Responsibilities and
Eliminating the Current Services Assessment. Information about stewardship
responsibilities is currently designated required supplementary stewardship
information (RSSI), a category unique to federal financial reporting. Stewardship
responsibilities include:
•
•
•

Risk assumed information required by SFFAS No. 5, Accounting for
Liabilities of the Federal Government,
The current services assessment (CSA) required by SFFAS No. 8,
Supplementary Stewardship Reporting, and
Social insurance information required by SFFAS No. 17, Accounting for
Social Insurance.

The exposure draft proposes that risk assumed information and the CSA be
reclassified as required supplementary information (RSI). Because it is deemed
essential to fair presentation, social insurance information would be reclassified as an
integral part of the basic financial statements. The ED also includes the alternative
views of one board member.
The ED is available on request from FASAB and on the Web.

www.fasab.gov
Comments are due May 19. Mail comments to Wendy M. Comes, Executive
Director, Federal Accounting Standards Advisory Board, 441 G Street NW, Mailstop
6K17, Washington, D.C. 20548, or:
comesw@fasab.gov
202/5127366
CPA Examination
Writers and Reviewers Needed for Computer-Based CPA Examination

Writers and Reviewers Needed for Computer-Based
CPA Examination
The Uniform CPA Examination is undergoing conversion to a computer-based test.
This will facilitate revision of the examination's content and assessment of skills to
better reflect changes in the accounting profession. One of these revisions is the
inclusion of simulationsor case-based problemsin the examination. Simulations
will help assess a CPA candidate's knowledge, skills and readiness to practice in the
accounting profession at the entry-level.
The development of models for these simulations is currently under way, and the
AICPA is looking forward to a production schedule that will result in a library of
simulations for the computer-based CPA examination. However, the AICPA needs
the help of many CPAs to act as writers and/or reviewers to generate a sufficient
number of simulations for this examination.
Criteria
If you are a CPA who either supervises entry-level CPAs or is familiar with what is
expected of entry-level CPAsor can help us identify members of your firm who
meet these criteriavolunteer to become part of this important effort. The AICPA
needs creative individuals willing to act as content experts in the following areas:
•
•
•

Accounting and reporting.
Auditing and attestation.
Taxation.

•

General business environment (including information technology).

Time Commitment
Volunteers are sought for two different types of commitment. The first will write
content for two well-defined simulations modeled on those already developed by
content experts. These simulations will be given to AICPA staff, who will in turn
create two variations of each of the simulations. These variations will then be
returned to the volunteer author for review and comment. The estimated time
commitment for this effort is 8−10 hours for writing and 23 hours for reviewing.
The second commitment involves the review and refinement of simulations
developed by the writers. Individuals participating in this activity will need to attend
two two-day review meetings with four other content experts during a 12-month
period. The first meetings will be held in early July 2002 and the second in Jan. 2003.
Participants will receive approximately 24 simulations on computer disk to review
before coming to the meetings. Preparation for the meetings will require an estimated
commitment of around 20 hours. All expenses associated with attending the two
meetings will be reimbursed by the AICPA.
If you or anyone you know would like to volunteer, contact Richard DeVore,
Simulations Development Leader, AICPA Examinations, at:
609/671−2911
rdevore@aicpa.org
Specify in which of the four content areas you or your suggested volunteers could
best contribute and which of the two commitments you or they are willing to make.
Include an e-mail address, office address and daytime telephone number for each
volunteer.

Highlights of GASB Meetings

Highlights of GASB Meetings
At the Governmental Accounting Standards Board (GASB) meetings in Jan., the
following topics were discussed.

1. Technical plan/strategic plan. The board approved the technical plan for the
first third of 2002.
2. Affiliated organizations. The board made the following tentative decisions:
• To continue the general criterion that to be evaluated as a component
unit, the organization should be legally separated and tax exempt.
• To include agent relationships in a footnote.
• To continue the use of the term significant without additional
clarification. It should be applied to individual affiliated organizations
rather than affiliated organizations in the aggregate.
3. Other postemployment benefits. The board discussed various topics and
issues and made a number of tentative decisions. Discussion will continue at
the next meeting.
4. Deposits and insurance risks. The board tentatively agreed that specific risks
should be addressed in the standard and management should be encouraged to
disclose other risks. It also tentatively agreed that investment types should be
required disclosures.
5. Conceptual framework--communication methods. The board reached tentative
decisions relative to:
a.
The role of qualitative characteristics of accounting information in defining
the scope of general purpose external financial reporting.
b.
The definition of financial information versus nonfinancial information and
c.
The definitions of economic condition and its components.
6. Asset impairment. The board tentatively agreed that the project would focus
on capital assets.

James M. Williams Named to the GASB

James M. Williams Named to the GASB
James M. Williams, a partner and the National Director of Public Sector Accounting
and Assurance Services with Ernst & Young LLP, has been named to a five-year
term as a member of the GASB, effective July 1, 2002. Williams will succeed
Edward M. Klasny, a retired partner of Ernst & Young, whose second and final term
ends on June 30. The appointment was made by the Financial Accounting
Foundation's Board of Trustees, which oversees the activities of the GASB and
Financial Accounting Standards Board.
At Ernst & Young, Williams is responsible for monitoring and communicating
information and guidance on current governmental developments to public-sector
specialists throughout the firm. He also participates in public-sector engagements. He

was a member of the AICPA Government Accounting and Auditing Committee and
the Association of Government Accountants State and Local Government
Committee. He also was a member of the AICPA Government Technical Standards
Subcommittee and served on several GASB task forces.

